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Going Directly to Conference With Senate:

Panel OKs Retirement Plan;
Plans to Bypass House Floor

After approving a new retirement
plan for federal workers Nov. 14, the
House Post Office and Civil Service
Committee decided to bypass floor ac-
tion and go directly to conference with
the Senate.

The committee’s retirement plan
(HR 3660) differs substantially from
the new system the Senate approved
and attached to a minor House-passed
post office bill Nov. 7 (HR 2672).
(Weekly Report p. 2334)

The two measures differ primar-
ily over the cost of the new system.
The Senate bill would cut the govern-
ment’s cost of pensions from 25 per-
cent of payroll to 21.9 percent, while
the House committee bill would raise
the cost to 25.4 percent.

Under the committee bill, ap-
proved by voice vote, workers could
retire at age 55 after 30 years service
and’ get annual cost-of-living allow-
ances (COLAs) equal to the increase
in the Consumer Price Index (CPI).
Critics say those provisions, which are
features of the current system, drive
the cost above private sector plans.

William D. Ford, D-Mich., chair-
man of the Post Office Committee,
said by continuing those provisions,
the panel’s bill would ensure that new
workers receive the same benefits as
older workers.

“Workers working side by side
should not be perceived as treated dif-
ferently,” he said.

The bills are aimed at workers
hired after Jan. 1, 1984, who, unlike
their predecessors, pay Social Security
taxes and are covered by the Social
Security system. The bills would not
affect the existing pension plan.

Congress has until Dec. 31 to craft
a supplemental retirement system for
the newer workers; otherwise, they
must pay 7 percent of their salary into
the retirement system in addition to
the 5.7 percent of their salary they
now pay toward Social Security.

—By Robert Rothman
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John T. Myers, R-Ind., ranking
minority member of the Subcommit-
tee on Compensation and Employee
Benefits, said the conference can rec-
oncile the two measures in time to
meet the Dec. 31 deadline for setting
up a supplemental retirement system.

“The difference between what we
want and what the administration
wants are close enough that when we
go to conference we can work it out,”

he said.

Bills Compared

Both bills would provide benefits
from three sources: Social Security, a
basic pension and a thrift plan, which

Rep. William D. Ford, D-Mich.

would allow workers to set aside to-
ward retirement a portion of their
wages before taxation, matched by a
government contribution.

The Senate bill would offer work-
ers a choice of two retirement systems.
One places more emphasis on the
thrift plan, and the other, which re-
quires an employee contribution to
the retirement system, provides more
generous pension benefits.

The Senate measure would re-
duce the government’s cost of pen-
sions. mostly by raising the retirement
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age and reducing COLAs for some
workers.

Ford said the additional cost of
HR 3660 is for extra benefits for
higher-paid employees to compensate
for Social Security bias, which he said
favors lower-income workers.

Officials from the Office of Per-
sonnel Management (OPM) say the
Reagan administration would support
a plan costing 20 percent of payroll,
which they argue is the cost of average
private sector plans.

Besides maintaining the early re-
tirement age and full COLAs. the
House bill would preserve a feature of
the current system that bases benefits
on the average of the highest three
vears of salary. The Senate bill would
base benefits on the highest five years
of salary.

The conference also must decide
who would be covered by the new sys-
tem. The Senate bill would include
members of Congress, the Foreign
Service and the CIA; the House bill
excludes these workers.

In addition, unlike the House bill,
the Senate version would allow work-
ers covered by the existing retirement
system to join the new plan. Ford said
that his bill prohibited older workers
from joining the new system in order
to avoid having the bill referred to the
Ways and Means Committee, which
has jurisdiction over Social Security.

HR 3660 would allow older work-
ers to contribute to the thrift plan, but
they woulgd not receive a government
match.

Senate Provisions

The Senate-passed federal retire-
ment bill establishes a new system of
retirement and other benefits for most
federal civilian employees covered by
Social Security, or those hired after
Jan. 1, 1984. Employees would choose
within 60 days of joining the govern-
ment one of two plans. One plan re-
quires an employee contribution; the
other does not. Benefits for each op-
tion vary.

Major provisions of the bill:

® Defined “average pay,” or the
amount on which annuities are based,
as the highest average rate of basic
annual pay computed over five consec-
utive years. The current retirement
system bases annuities on the highest
three years of pay.
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® Covered employees of federal de-
partments or agencies, U.S. commis-
sioners, employees of Gallaudet Col-
lege, staff members of former
presidents, certain aliens employed by
foreign governments and serving the
interests of the United States, em-
ployees of the U.S. Park Police and
Secret Service, congressional employ-
ees, members of Congress, employees
of the Foreign Service and the CIA.

® Basic Retirement Plan. Pro-
vided immedigte benefits for employ-
ees at age 55 after 10 years of service.
and age 62 after five years of service.
For law enforcement officers, fire-
fighters and air traffic controllers,
provided benefits at age 50 after 20
years' service, and at any age after 25
years’ service. Permitted employees to
defer benefits.

® Based annuities on .9 percent of
the employee’s average pay multiplied
by the number of years' service up to
15 years: 1.1 percent of average pay
multiplied by the number of years’
service of more than 15 vears. For law
enforcement officers, firefighters, air
traffic controllers and military reserve
technicians, the annuity equals 1 per-
cent of salary times the number of
years' service.

® Included unused sick leave in
determining length of service, if the
employee receives immediate benefits
or dies.

® Treated part-time service propor-
tionately as a fraction of a year in the
annuity formula.

® Reduced annuities by 2 percent a
year for each vear the employee retires
between ages 55 and 62 after 30 years
of service, except for those employees
choosing the option requiring a con-
tribution to the retirement fund. Re-
duced annuities by 5 percent a year
for each year the employee retires be-
tween ages 55 and 62 with less than 30
years’ service. The current retirement
system provides full benefits at age 55
after 30 years’ service.

® Reduced annuities by 10 percent
for each survivor benefit the employee
chooses.

® Required each agency covered by
the bill to contribute to the Civil Ser-
vice Retirement Fund, out of salary
appropriations, the normal cost of
benefits for that agency’s employees.
Required OPM to notify the Treasury
of the amount needed to amortize the
fund.

® Permitted employees to elect,
within 60 days after joining the retire-
ment system, to contribute to the Re-
tirement Fund an amount equal to the

difference between 7 percent of salary
and the amount of Social Security tax
withheld for old age. survivors and
disability insurance. Workers covered
by the current retirement svstem con-
tribute 7 percent of their salary to-
ward retirement.

® Provided that emplovees who
make contributions te the retirement
fund mayv receive the amount of their
contribution plus interest if theyv leave
government employvment before re-
tirement age.

e Thrift Savings Plan. Permit-
ted emplovees to contribute up to 10
percent of salary to the savings plan,
and allowed those receiving disability
benefits to contribute up to 10 percent
of benefits.

® Provided that the emploving
agency will match the emplovee’s con-
tribution up to 5 percent of pav on a
dollar-for-dollar rate. For those em-
ployees choosing the option requiring
a contribution to the retirement fund.
the agencies will match emplovee con-
tributions to the thrift fund based on
the amount of the emplovee's con-
tribution. If the employvee contributes
up to 1 percent of pav, the government
will match on a dollar-for-dollar rate;
if the emplovee contributes 2-3 per-
cent of payv, the government will
match on a 50 cents-per-dollar rate; if
the employee contributes 4-6 percent
of pay, the agency will match on a 25
cents-per-dollar rate. The government
match will come from salary appropri-
ations.

® Provided that the emplovee con-
tributions and agency match will not
count as gross income for purposes of
income taxes but will be included as
wages for purposes of payroll taxes,
such as Social Security.

o Entitled an emplovee who leaves
the government to receive the amount
of the employee’s contribution, plus
the vested portion of the agency
match, together with any gain or loss
from investment. The match is vested
at 20 percent per vear, up to 100 per-
cent after five years.

® Established a Thrift Savings
Fund within the Treasury, and per-
mitted employees to elect, at least
once a vear, whether to invest their
thrift plan balances in one of three
funds: a government securities invest-
ment fund; a fixed-income fund,
which invests in insured contracts,
certificates of deposit or other securi-
ties that guarantee the return of prin-
cipal plus a specified rate of interest
over a certain period of time; or a com-
mon stock investment fund.
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e Survivor Benefits. Provided
benefxm to the surviving spouse of a

~Tetired emplovee equal to 50 percent

of the employee's reduced annuity.
For emplovees who contributed to the
basic pension, the survivor benefit
equals 50 percent of the annuity. Sur-
vivors also receive thrift plan benefits.

® Permitted survivor benefits to be
awarded to former spouses of retired
employees if mandated by a court de-
cree or if the employvee elects to award
survivor benefits to a former spouse.

e Disability Benefits. Provided
benefits to employees under age 62, if
they meet the Social Security defini-
tion of disability, or under age 55. if.
because of injury or illness. thev are
unable to render useful or efficient
service and are not qualified for reas
signment to a position in the same
commuting area at the same pav or
grade level.

® Set benefit levels for those totally
disabled at 60 percent of annual pav
minus the amount of Social Security
disability pavments. The benefit is in-
creased b_\ the CPI's growth rate for
those electing to contribute to the re-
tirement fund and by the CPI minus 2
percent for those who do not. Those
occupationally disabled receive 60
percent of average pay for the first
year and 40 percent per vear there-
after, until age 55.

® Cost-of-Living Allowances.
Provided that annuities under the
basic pension plan will be adjusted
each year. effective Dec. 1. Those who
do not contribute to the retirement
fund will receive no increase prior to
age 62, CP1 minus 2 percent from age
62 to 66. and an increase equal to
CPT’s after age 67. Those who contrib-
ute to the fund will receive an increase
equal to CPI's minus 2 percent before
age 62 and equal to the CPI's after age
62. Currently, annuities are adjusted
annually by an amount equal to the
CPI increase.

e Transitional Provisions. Al-
lowed employees covered by the cur-
rent civil service retirement system,
except those emploved by the District
of Columbia, to elect to join the new
system.

® Thrift Investment Manage-
ment. Established a five-member
board to establish policies for the in-
vestment and management of the
Thrift Savings Fund and for adminis-
tering thrift plan benefits and survivor
annuities payable from the thrift
fund. Also established an elected five-
member employee advisory commit-
tee. |
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Novernber 14, 1985

Honorable William J. Casey
Director of Central Intelligence
Washington, D.C. 20505

Dear Director Casey:

Roow +-40%, U.S. CarrToL
(202; 226-4121

Executive Registry

85- 4465

LEGISLATIVE. LIAISON

X5 -35

As you know, the House and

Senate may soon reach conference on H.R. 2672,

which, as amended by the Senate,
addressing the retirement systems
employees, referred to as the Eag

contains a number of provisions specifically
applicable to Central Intelligence Agency
leton-Durenberger Amendment. The House

Permanent Select Committee on Intelligence is expected to have a significant

role in shaping the outcome of the conference with respect to these provisions.

I would appreciate receiving, as soon as possible, the Administration's

written views on the CIA retirement-related provisions of H.R.
by the Senate.

Ranking Minority

2672 as passed

r

+?
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Mr. James M. Frey

Assistant Director for Legislative
Reference

Office of Manaaement and Budget

Washingtqn, D.C. 20503

- | A
Dear Mr/bm/'

Enclosed for OMB'c review and approvzl is & craft letter tc
Reprecsentative Stump, kanking Minority Member of the Loucse
Permanent Select Comrittee on Intelligence, recpondine to his
request for the Administration's views on the Central Intelliaence
Agency (CIA) retirement related provisions of kE.k. 2672z. Wwith
one exception relating to the limited election provided Agency
®"Civil Service" employees hired after 31 December 1983, the
letter states that the Administration has no objection to the
provisions of H.R. 2672 as they relate to CIA employees.

Given the fact that House and Senate staffers are already
meeting to discuss the upcoming Conference on this bill, we would

appreciate expeditious OMB review and approval of the attached
letter. : .

Sincerely,

Charles A. Bwaggs
Director, Office of Legislative Liaison

Enclosure

Distribution:
Original - Addressee

1 - Director, Office of Personnel
1 - General Counsel
1 - Deputy Director for Administration
1 - Executive Director
1 - DDCI
1 - Executive Registry (Reference/Your #4465)
2 - D/OLL + DD/OLL
1 - SWH/Signer
1 - OLL/LEG:Subject:

OLL/LEG pap (21 Nov 85)
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The Bonorabtle Bob Sturp

Fermanent Select Conrmittee on Intellicence
U.S. House of Representatives

Wzehingtern, D.C. 2051%

Dear Mr. Sturgp:

This letter is 1rn response tc your recuecst for the
Adrministration's written views on the BeA retirement relatec
fprovisions of HR 2672, includinc the Eacletor and Durenberaer

amendments. Our recsponse has been cleared with the Office of
Management and Budget.

The Administration recognizes that there are unique
management reguirements associated with the Agency and agrees
that we have a special case to make for our employees. The
Administration's original intent was to remain silent on the
specific retirement needs of the Agency while the larger
Government-wide retirement reform was reviewed. Unfortunatelyv,
the intensity of the retirement iscsue a2ni the events in the
Senate changed that position and while the Administration would
have preferred to wait until next year, they have no objectior
to the provisions of HR 2672 as they relate to CIA employeec.

I rust, however, draw your attention to the fact that a
technical amendment to HR 2672 ic necessary. Specifically,
this amendment must correct the fact that under HR 2672
employees in the Agency coverec¢ by Civil Service retirement,
anG hired after 31 Decernkter 1983, are nct provided the
opportunity tc select Option E under HF 2672. Optior E
Frovicdes for an additionzl 1.3% employee contribution in orcer
to permit retirement at age 55 without a reduction in annuity.
Without an amendment to HR 2672, these Agency emplovees woulsd
not be provided the same choices as zll other Civil Service

participants. The Adrinistration sugpporte thies

EP amendrent,

I trust our response will be helpful to you in your
attention to this important piece of legislation. If we car bte
of any assistance to you or your staff related to the impact
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any provisions of HR 2672, we are available to assist you.
Please do not hesitate to call on us. As

. ; you know, I am deeply
committed to ensuring that the Agency's mission is not

adversely affected by the provisions of retirement systems
enacted for CIA employees.

Sincerely,

. John N. Mc Mahon
Acting Director of Central Intelliagence
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Central lnldhgemc Agency

Washegson D € 20505

OLL86-0033
8 JAN ©%

Mr. James Frey

Ascistant Cirector for lLegislative Reference
Office of Management and Budget

washington, D.C. 20503

Dear Mr. Frey:

This letter is in response to your staff's request of
9 December 1985 for the proposec¢ technical amendment to
H.R. 2672 cited in our letter tc Congressman Stump which you
are currently reviewing. As stated in that letter, amendments
are necessary to provide Agency employees the same retirement
options afforded all other Civil Service participants.

Subsection 301 (k) (2) of Title IV of H.R. 2672 currently
prohibits all Agency employees hired after 31 December 1983
from electing the early retirement Option B contained in
H.R. 2672. The first amendment required is a change to
subsection 3061 (b) (2) to read as follows:

"(2) Participants in the Central Intelligence Agency
Pension System who meet the criteria set forth in §203

as determined by the Director, who make the election
described in §203, and who previously had made the

election authorized by §8418 (c) of Title 5, United States
Code, shall not be entitlec to any special benefits under
chapter 84 of such title which result particularly from the
election authorized by §8418 (c) of Title 5, United States

Code, but shall be entitled to benefits as provided in §304
of this title".

Ey limiting the restrictions in subsection 301(b) (2) of

Title IV to participants in the Central Intelligence Agency
Pension System who meet the criteria set forth in §203 of the
Central Intelligence Agency Retirement Act of 1964 and who make
the election descrited therein, the proposed amendment ensures
that all Agency employees will have the opportunity to choose
either Option A or B at the beginning of their careers.
However, once an employee gualifies under §203 of the CIA
ketirement Act and makes the election described therein, the
employee would receive benefits under §304 of the CIA
Retirement Act and would be precluded from obtaining any
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special benefitse by reason of his previous decision to elect
Option E. Ac you know, Section §203 of the CIA Retiremen: Act
cepells out the criteria needed to cualify for participation in
the Cl2 Fetirement and LCisability Systenm.

The purpcse of our seconc arencdrent woulé ke to establich &
rechenier for ermployees to make the trancsition from Optior E to
the specieil ceategory of retirerent berefits provided fcr thcse
who meet the eligibility criterie contained in §203 of the CIZ
Retirerent Act. Thils prorocsec erendrent would create the
following new subsections to 301 (b):

"(2) Ferticipante ir the Certrel Intelligence Agency
Pension System describea in suvbsecticn 301(b) (2) shall
heve refunded to therm their contributions made pursuant
tc §8418(c) of Title 5, Urited States Code.

(4) with respect to a participant in the CIA Pencsion
Syster cgescribec in subcection 3Cl(b) (z), who hacs made
ccrrriputione te tre Trrift Sevince Flan estsblicshec by
succrapter 111 cf crepter 84, Title 5, United States Code,

tre 2cency, at the time sucht participant makes the electior
Gescribec in §:03, and notwithstanding any other provision
of law, chall make & contribution to the Thrift Savincs
Func for the benefit of such participant in an amcount egual
to--

(2) the amount the Rogency would have contributed for
the benefit of such perticipant in acccrdance with .
€£421 (b)) (2) (k) cf Ti1tle 5, Uritec Statec Cole, had the
rerticipart rnct rece tre electicr ecthcrized by GE&1F
<) Ol Vuch title, lec

{({t) the amount the Acency has contributed for the
benefit of such participant in accordance with §8421
(E) (2) (B) of Title 5, United States Code, plus

(c) ary acciticrzl arcunt cf irterecst ané ary
gicitionel eerrincs ¢f tre Trhrift Savirgs Flar
wrlch concstructively woulc have accruedé tc the
perticigpent's account, hac the exceces cf (a) over
(t) actuelly beer corntributed by the Acency orn &
vear-ky-vear bzcic for the participant's benefit."

It is nececeseary tc heve the scfove trearsiticor reles beceaucse ar

erpicyee at the becinninc of hics career mey choose Option B in
the belief that he/she will not qgualify under §203 of the CIz
ketirement 2ct. Under Option B, an employee is reguired to
contribute 1.3% of his salary to the government. If that
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erployee csulceguently coes cgualify under §203 of the CIA
ketirerent Ect, proposed subsection 301 (b) (3) would ensure
that the erprloyvee's contributicne made while under Option E
are returnec¢ to hin. Without such & mechanism, the government
could cbtair a wincdfall because an enployee's contrikution of
1.3% of peyv annually under Cption E wculd nct be needeé once
thet incdivicdral cuelifiec under §203 cf the CI2 Fetirenment Act
for benefits reyertle urnoer the new €304 c¢f the CIZ2 Fetirerent
ACt.

Prcpocec subcection 301 (b) (4) provides trensition rules for
hencliing tire Thrift Flarn. As you are aware, an enmplcyee
gualifying vrder €203 of the CIA ketirerert Act would be
precluded from perticipationrn ir an Option B Thrift Plar.
However, such an ernployee pricr to gualifying under §203 of the
CI2 Retirerent Act may have elected Cption B upon entrance on
dguty with the Agency. Cleerly, some method must be deviced for
trarncition from a Thrift Plan establiched under Crtion B to a
Thrift Plar. governec by Optvion 2 rules for special categories
with recspect tc the covernrent contrituoticn., Wwe believe this
Tetter snculic Le reccl\pc bty the generel rrinciple that an
erplcyee's retirerent benefits should ke calculated from the
perioc when government service becins even though the employee
may not quelify for special retirement benefits until later in
his/her career. This principle 1s consistent with the current
practice under CIARDE to calculate an employee's annuity using
a 2%t accrual rate frorm the time that employee begins his career
with the Acency, even though he/cshe may not qualify for CIARDS
for & nurber of years followinc the incdividual's employment
with the Agency.

sel arencrnent sukbsecticn 301 (f) (4) would encure
that an ernployee who elects Option E at the beginning of his
cereer anc sets up a Thrift Plan would have his Option B Thrift
Plan converted retroactively to an COption A Thrift Plan upon
meeting the eligibility criteria contained in §202 of the CIA
Retirement Act. This would be accomplished by zuthorizing the
Rgercy to meke & certributicon to the Thrift Pler to cover the

ciffcrerce between the anount actually contributed by the
Agerncy znc¢ the arcunt that woulc have been contributed bty the
Ecency tc the Thrift Plan hac the ermplcyee selected Cption A

at the pegirninc of his career. The Rcency alsc would be
authcrized to contrikute an additicnal arcunt to cover any
€2rr1nSs whicCh corstructively woule heve accrued to the
erzlcvee's account ktecel orn the additiorzl corntribution of tlre
Liency to tne Thrift Flen. This will cuerantee that Rgency
errplcyees who gualify under §203 of the CIA Retirement Act will

have the opportunity to receive the same benefits as law
enforcement officers, firefighters, or foreign service officers
whe are also placed in & special category under B.RK. 2672.
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Our final amenament would be to Subsections §304(a), (c)
and (d) of the CIA Retirement Act, as added by Title IV of
H.R. 2672. 1In each of these suktsections we would delete the
phrase "who is described in §203" and insert in lieu thereof
the following: "who meets the criteria set forth in §203 ac
determrined by the Director anc¢ whc mekes the electicn decscribed

in §203".

I trust this langrace will be helpful in cormpleting your
review of our letter to Concrescran Sturp, and we look forward

to your apprcval of the letter to the Congressman in the very
near future.

Sincerely,

JE/Ctarios 2, Fricea

' Charles A. Eriggs
Lirector, Office of Legislative Liaison

Distribution:
Original - Addressee

1 - D/OP
1 - D/OLL
1 - DD/OLL
1l - OLL Chrono (Reference #0L185-3787/1 - an ACTION item)
1 - OLl/Lecislation Sucject (Retlrement)
1 - DMP/Signer 1 - OGC

OLL/LEG:DMP/D/OP:pap (31 Dec 1985)
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